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Advising Private Foundations

Despite their administrative and regulatory complexity, these philanthropic vehicles

nre taking off
BY BRIAN P MCALLISTER AMD THOTHY R ¥ ODER
APRL J00E

Inthe: @rsenal of estate planning, private foundations have traditionally ranked among the bag guns.
Viih their ralative formality and exensve tax ndes, they have besn conssderad the provancs of the
truly weealthy - people with 31 millon or more to dispose of charitably. The belef that lasser
largasse could be belter served by donor-adwaed funds and caran types of supporting
arganizations (see “The Rich Truly Are Different,” Jofd, Apri 04, page 32} is changing.

The Pengion Pratection Ad (PPA) of 2006 has curtailed many of the ta and other advaniages
enayed by those two altemative philant hropic wehicles. Today, small family foundations with
assels under $1 milion make up nearly 50% of all foundations. One faclor drivng thes growith s the
unprecedented fransfer of wealth to the post-boomer generation that has begun and is llkely to
accalerale in comng years. Often, these small foundations are adminisierad by family members.
wiho rarely have espertise reganding the complex fax regulations imolved

For al these reasons, developing a niche practice in privale foundations poses growth possibilties
far CPA firms, according fo Holly M. Pantzer, CPA, a partner with BKD LLP, ona of tha 10 largest
CPA and adusory fems nthe LS., where her areas of expertise nclude advsing private
foundations. CPA firms are increasingly ikely to be adwising founding benefactors of family
foundations. CPAs can be a vahable résowrce for mamdaring cormpliance with the many tax laws
ugue to private foundations, Awareness of the nuances of private foundation laws is especially
mportant now, given the ncreased scrutiny of all tax-essmpl organizations by Congress and the
IRS. Adwisers can help prevent nadvertent but costly wolatsons of the tax laws pecular to private
foundations, Key |ssues for benefacions comsidenng a private foundation include:

= Comparisons to othar oplions (donor-advsed fund or supporting organzation)

= Prohibitions on seif-deaing

» Excite baxes on nel [nvestiment income

= Taxes an undistributed ncomes

« Taxable axpendilures and expendilure responsbility

» Jeopardiong imesiments and excess business holdings

Private foundations oparate exchusively for religious, charilable, scentific or similar activties as
described in IRC § 501(c)y3) and are exempt from income tax but commonly pay excise taxes on
net investment income and, somelimes, as penalies, They are usually funded by a single
contribulor, such as a family or corporation, rather than by the general public, &3 with 8 publc
charity. They may eiher direclly conduct exermpt aclivlies (operating foundations) or make granis
and distributons consistent with their exampt status (non-operating foundations).

Although private foundalons oflen supporl othar lax-asempl charilable organizations, a prvate
foundation is mot what tax law calls & “supporting organzation.” A supporiing organization
axtusively benafils, is contralied by, or operates in conmaction with a public charity. Monethelass,
CPAs should be familiar with the four types of supporting organizations (see Exhibit 1 for
resources) when advising private foundations. Granls made (o a Type 11 non-functionally
inlegrated sUpPOrtng Onganizaton regure additional admnistrative and reparting requirements. In
addition. grants to this type of supporting organization are not included in qualifying dstributions for
purposes of meeting the dstribution requirements

(EXHIBIT 1 MISSING)

PRIWVATE FOUNDATION VE. DONOR=ADVISED FUND

CPAs should assisl funders in determming i & prasale foundaton S he best chartabls verecle for
their needs. One alternative to establishing a private foundation s fo ostablish a donor-adwised
fund with & sporsonng arganization. Donors make contributions to sponsoring publc charites.
These funds are separately accounted for and associabed with & named donor. The danar then
has a reasonable expeciation of bemng able to advse the sponsaning organization as to the
distribution of these funds. The donor's rode must be advisory, and the sponsoring organization
must exercise full control and vanance powers ower the donated funds.
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